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In late November, representatives from the Central American countries and the 15 member states
of the European Union (EU) tentatively agreed to redefine the EU's 11-year-old aid and cooperation
program with the isthmus. Under the redefinition, European assistance will primarily emphasize
three targeted goals: structural reforms to modernize the state, social investment programs to
improve living standards, and efforts to increase the competitiveness of Central American exports
to help the region survive in the global economy. Meanwhile, the Central American governments
are increasing their efforts to negotiate trade and cooperation accords with other countries as a
unified bloc of nations, beginning with a novel agreement with Japan to create a permanent forum
to discuss issues of trade and financial assistance. At the last summit of EU and Central American
foreign ministers, held in Panama Feb. 23-24, the two regions agreed to fundamentally redefine the
framework of the EU's trade and cooperation accords with the isthmian countries.
The EU and Central American ministers first began holding annual conferences to review
cooperative agreements in 1984 as part of an effort by the EU then the European Economic
Community to take an active role in resolving the political crisis that gripped the Central American
region in the 1980s. The 1984 meeting led to the signing of a multilateral cooperation accord in
1985, known as the Luxembourg Accord, which called for increased EU assistance to the Central
American nations. Under the Luxembourg Accord, the EU has steadily expanded its annual
multilateral assistance to Central America, providing more than US$1.3 billion in direct aid to the
region during the 10-year period from 1985 to 1994 (see table I). Last year the total amount of EU aid
to Central America peaked at US$214.2 million, a 25% jump over the amount provided in 1993 and
nearly three times the level of EU assistance granted to the region in 1985, the year the Luxembourg
Accord was signed.
Given that bilateral aid from most other countries and regions, including the US, has been gradually
declining since the late 1980s, the EU has now become the principal aid donor in Central America,
with EU assistance accounting for 55% of total aid to the region in 1994. In fact, Central America
is currently the largest per capita recipient of EU aid among developing nations. And, if bilateral
assistance from individual European countries is added to the EU's annual package of multilateral
aid, total loans and donations from members of the EU actually surpassed US$500 million in 1994.
Moreover, under the Luxembourg Accord, Central America has benefitted from special trade
incentives, particularly the inclusion of nontraditional agroexports and some other selected products
in the EU's General System of Preferences (GSP), through which EU import tariffs are either
eliminated or reduced.
Under the GSP, the value of Central America's nontraditional exports to the EU particularly fresh
fruits, flowers, and shrimp have grown on average between 10% and 20% per annum during the past
five years, reaching US$250 million in 1994. In the first half of this year, the value of nontraditionals
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shipped to the EU grew by another 30%, according to a recent study by the Central American
Federation of Export Chambers (Federacion de Camaras de Exportadores de Centroamerica,
FECAEXCA). In general, the efforts to increase ties between the two regions has led to a spectacular
jump in the total value of trade. From 1990-1994, for example, the value of Central American exports
to the EU grew nearly three-fold, from US$734 million to US$2.1 billion, according to the most
recent figures provided by the European Commission. During the same time period, the value of EU
exports to Central America also jumped from US$1.236 billion to US$1.741 billion.
Nevertheless, notwithstanding the ongoing assistance, at the last ministerial meeting in February,
representatives from both regions agreed to fundamentally redefine the terms for continued aid
and cooperation programs given that the conditions that gave rise to the Luxembourg Accord in
the 1980s no longer exist. "The key objective of the dialogue (cooperation agreement) spelled out
in the Luxembourg declaration was to find a peaceful, regional, comprehensive, and negotiated
solution to put an end to violence and instability in the region and to foster social justice and
economic development and respect for human rights and democratic freedoms," reads a declaration
by the European Commission published in early December. "This objective was largely achieved
during the first decade of cooperation...and in the light of changes in the two regions since then,
the (Luxembourg Accord) partners decided at the latest ministerial meeting in Panama in February
to continue deepening their relationship by giving it fresh impetus, and, to that end, to adapt the
machinery and content of the dialogue and cooperation to the new challenges and new priorities
with which they are confronted."
Until now, most multilateral EU assistance was allocated to operations relating to the regional
peace process, such as support for rehabilitation programs in Nicaragua and El Salvador and
reintegration of uprooted populations. Most remaining aid was aimed at meeting the urgent needs
of undeveloped sectors, such as large-scale food aid and projects to help campesinos. Since May,
however, high-level representatives from the EU and Central America have held two special
conferences to draw up the blueprints that will guide the EU's aid and cooperation programs in the
future. As a result, at the next ministerial-level meeting, to be held in Italy during the first quarter of
1996, the EU and Central American governments are expected to approve proposals to reconcentrate
European assistance to the isthmus in three central areas.
First, the EU will continue to provide financial and technical assistance for programs to modernize
the state in the Central American countries. Although such programs would include measures
to strengthen structural adjustment and market reforms, EU funding would emphasize the
"consolidation of the rule of law" in Central America by prioritizing projects such as judicial
and electoral reforms. Second, EU aid will finance "social spending" to improve the standards of
living of the poorest groups and reduce inequalities. In particular, EU programs will be aimed at
strengthening education and health programs. Finally, the EU will provide aid, technical assistance,
and other incentives to help increase export competitiveness to ease the region's integration into
the world economy. Overall, EU officials say the basic objective of its cooperation in the future is to
make the peace process and movement toward democracy in Central America irreversible.
"Central America is in a phase of democracy consolidation and the region still needs assistance
to help the individual states modernize their institutions, combat poverty, and improve their
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competitive capability in the world market," said Vittorino Alloco, the European Commission's
ambassador to Central America. "Aid programs will now be oriented toward sustainable
development, health, education, transfer of technology, human resource training, and investment
promotion. Those are the priorities that will form the backbone of the Central American-European
agenda in the future."
Still, although both sides agree on the general goals for the future, the participants at the next
ministerial meeting will haggle over which of the three funding priorities should receive the most
attention. The EU is expected to emphasize the consolidation of democratic reforms and anti-
poverty programs, while the Central American countries will likely push for much deeper aid for
export-promotion efforts throughout the region. In particular, the Central American governments
are pressing the EU to extend the GSP benefits granted by Europe for another 10 years, thereby
eliminating the need to renew the program each year as is now the case. More important, the
isthmian governments want the number of products covered by GSP benefits to be greatly
expanded, broadening coverage, for example, to include industrial goods and semimanufactured
products. In fact, the Central American governments have drawn up a proposal for discussion at the
upcoming ministerial meeting, dubbed "An Integral Program for Export Development."
On the one hand, the proposal requests that the EU grant the Central American nations the same
GSP privileges now enjoyed by the Andean Pact countries, which include Colombia, Venezuela,
Peru, Ecuador, and Bolivia. The Andean nations have been granted an especially large list of
products that qualify for tariff reductions to encourage those nations to commit themselves to anti-
narcotics programs aimed at replacing opium poppy and coca plantations with alternative export
crops. On the other hand, the Export Development proposal calls for a huge increase in EU technical
assistance to help the Central American nations pinpoint new European markets for their goods,
identify more nontraditional products with potential demand in the EU, increase production of
existing exports, and improve the quality of the goods shipped to Europe to meet the high market
standards enforced among EU members.
Still, even if the EU agrees to broad new cooperative accords with the Central American countries,
the two regions must yet resolve the ongoing trade dispute over the EU's decision to impose
restrictions on banana imports from Latin America (see NotiSur, 06/08/95 and 11/02/95). Meanwhile,
the Central American governments are also making strides in their effort to negotiate trade and
cooperation accords with other countries as a regional bloc of nations, rather than seek individual,
bilateral agreements with potential donors and trade partners, thus strengthening their bargaining
power.
The most significant development in recent months was the agreement in September to create a
new Central America-Japan Cooperation Forum, which will meet on an annual basis to review
Japanese aid to region. The forum held its first conference Nov. 27-28 in El Salvador, attended by
the deputy foreign ministers of all the Central American countries, Japanese ambassadors to the
region, and Japan's director of economic affairs in Latin America, Shun Ichi Sato. Both sides agreed
to concentrate on cooperative programs that encourage an increase in trade between Japan and the
isthmian nations, and that promote greater Japanese investment throughout Central America.
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Trade with Japan has grown significantly in recent years. Total Central American exports to Japan
(excluding Panama) reached US$226 million in 1994, up from US$143.1 million the year before. Just
during the first semester of 1995, the total value of Central American exports reached US$173 million
already three-fourths of the value of exports in all of 1994 foreshadowing a substantial increase in
regional sales of goods to Japan this year (see table III). At the same time, imports from Japan have
also demonstrated substantial growth since 1990. Last year, Japanese goods sold in Central America
totalled US$443 million, compared with US$320 million in sales in 1990.
Japan has also provided substantial financial and technical assistance to Central America in
recent years. From 1989-1994, Japan loaned the Central American countries a total of US$625
million, and it donated US$791 million, for a total aid package during those six years of more
than US$1.4 billion. [Sources: Panorama Centroamericana (Guatemala), March 1995, June 1995;
Agencia Centroamericana de Noticias- Spanish news service EFE, 09/08/95, 10/30/95; US Embassy-
International Market Insights (Costa Rica), 10/31/95; Inforpress Centroamericana (Guatemala),
02/23/95, 03/02/95, 03/09/95, 06/29/95, 07/27/95, 11/02/95; Notimex, 07/13/95, 10/15/95, 11/13/95;
Financial Times, 11/17/95; European Commission Press Release (Memo/95/161 and Memo/95/1301),
11/29/95; New York Times, 12/05/95; Inter Press Service, 06/24/95, 10/07/95, 10/10/95, 10/30/95,
10/31/95, 12/09/95; Agence France-Presse, 05/22/95, 05/31/95, 06/08/95, 07/26/95, 07/27/95, 09/27/95,
10/23/95, 10/25/95, 10/28/95, 11/21/95, 11/25/95, 11/26/95, 11/28/95, 12/11/95; Diario Estrategia (Chile),
12/12/95; Journal of Commerce, 12/07/95, 12/14/95]
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